The Costs of Favoritism: Is Politically-Driven Aid Less Effective? * As is now well documented, aid is given for both political as well as economic reasons. The conventional wisdom is that politically-motivated aid is less effective in promoting developmental objectives. We examine the ex-post performance ratings of World Bank projects and generally find that projects that are potentially politically motivated -such as those granted to governments holding a non-permanent seat on the United Nations Security Council or an Executive Directorship at the World Bank -are no more likely, on average, to get a negative quality rating than other projects. When aid is given to Security Council members with higher short-term debt, however, a negative quality rating is more likely. So we find evidence that World Bank project quality suffers as a consequence of political influence only when the recipient country is economically vulnerable in the first place.
Introduction
It has now been well established that foreign aid is frequently granted for reasons of politics rather than need (Dollar and Svensson 2000 , Kilby 2000 , 2001 . 1 This fact, of course, comes as little surprise to scholars and practitioners of statecraft. As Hans Morgenthau, one of the founders of realist international relations theory, noted: "the transfer of money and services from one government to another performs here the function of a price paid for political services rendered or to be rendered " (1962: 302) .
Indeed, since the late 1940s, every US administration has considered foreign aid to be important in achieving foreign policy goals (Ruttan 1996) .
Perhaps even better documented than the political determinants of aid is the failure of development assistance, on average, to noticeably raise GDP growth in recipient countries (e.g., Boone 1996 , Easterly, Levine, and Roodman 2003 , Rajan and Subramanian 2008 , Doucouliagos and Paldam 2009 . While there is a large on-going controversy over the effectiveness of aid (e.g., Sachs 2005 versus Easterly 2006), the debate in economics journals largely turns on the question of whether the very small effects found are statistically significant, or whether these small effects differ significantly depending on donor or recipient characteristics or behavior (e.g., Burnside and Dollar 2000, Hansen and Tarp 2001) . It is no great leap to speculate that the political patterns of aid disbursement could partly be responsible for aid's lackluster performance.
In one of the most cited of the recent econometric studies detailing the political determinants of aid, Alesina and Dollar (2000) conclude that the political allocation of aid "provides evidence as to why it is not more effective at promoting growth and poverty reduction." Other studies make the same claims, though only a handful consider the impact of donor behavior on aid effectiveness in detail (Dunning 2004 , Minoiu and Reddy 2007 , Headey 2008 , Bermeo 2008 , Bearce and Tirone 2009 , Kilby and Dreher 2010 .
Part of this literature has focused on motivations and effectiveness of bilateral aid.
A literature has also developed documenting the relevance of politically-motivated aid allocation in multilateral development organizations such as the World Bank and the
International Monetary Fund (IMF). These intergovernmental organizations, though
technocratic, are hardly free of politics. The World Bank itself freely admits that its lending practices were politically motivated during the Cold War, 2 and scholars have found this to be the case both during and after the Cold War period (Schneider et al. 1985 , Frey and Schneider 1986 , Andersen, Hansen and Markussen 2006 , Fleck and Kilby 2006 , and Dreher, Sturm and Vreeland 2009a . As with bilateral aid, there is a debate on the effectiveness of aid from these organizations, although much of this debate focuses on the effectiveness of stabilization and structural adjustment programs, rather than aid more generally (e.g., Mosley, Harrigan and Toye 1991 , Tarp 1994 , Dollar and Svensson 2000 , Vreeland 2003 . Moreover, as suggested by Stone (2002) , the effectiveness of multilateral aid may be influenced by the collective political motivations of donor community.
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The theoretical case for political aid being less effective than developmental aid is not without controversy. If political motivations lead to choosing inferior projects or lowers the determination to implement them successfully, the result may indeed be a drop in quality. Dollar and Svensson (2000) suggest that because aid allocation may follow strategic considerations, development agencies like the Bank have incentives to "prepare adjustment assistance for countries that are objectively low probability reformers " (2000: 910) . Considering the lending decisions of the World Bank specifically, Kilby (2009) shows that countries favored by the largest shareholder at the World Bank (the United States) face weaker enforcement of the economic policy conditions attached to their loans.
He suggests that such lending may thus be less effective.
However, there are good reasons why the quality of political aid may not suffer.
Donors may give additional funds to their allies, not just to curry favor but also to see them succeed developmentally. Furthermore, while aid allocation decisions may be made by politicians, the aid bureaucrats who actually carry out projects may handle their 2 According to the World Bank web page, "When the board makes a decision on lending, the decision is based on management's estimation of how the project will benefit the developing country that asks for our support. It is true that during the Cold War years aid was politically motivated. Now however, aid is being delivered to countries most in need and to those who show they are determined to use it well." 3 For a "common agency" perspective on the IMF, see Copelovitch (forthcoming) . For a discussion comparing multilateral and bilateral aid directly, see Schneider and Tobin (2010) .
assignments with the same capacity regardless of the initial reasons for the loan. Because of this theoretical ambiguity, we look to test the hypothesis using empirical data.
As it turns out, there are at least two reasons why it is no easy matter to test whether politically-driven aid is less effective. First, the impact of aid on the obvious outcome measure, GDP per capita, is notoriously difficult to measure with any precision (Roodman 2007) -standard errors only increase if a researcher attempts to classify aid into political and non-political flows. Second, even if the outcome variable were not so noisy, most measures of political motivation-like former colonial status, military assistance, and United Nations (UN) General Assembly voting-are problematic.
Colonial status has no time variation, so any comparison of aid effectiveness along this dimension simply contrasts former colonies with non colonies, hardly an even match.
Comparing recipients of military aid with non-recipients, cross-sectionally or dynamically, compares across very different regimes with very different priorities. UN voting might stand the best chance of the three but since countries' preferences over international policy are likely correlated with how easy it is to deliver effective aid, UN voting would need a strong instrument, which has yet to be identified. In short, most measures of political motivation of foreign aid do not allow the researcher to control for unobserved recipient characteristics when investigating aid effectiveness.
The strategy of this paper is to narrow the lens so as to circumvent these challenges. We consider the multilateral context and look at World Bank projects, which allow us to use a less noisy outcome variable: the Bank's own evaluation of the project.
The Bank's Independent Evaluation Group 4 has rated or audited a large fraction of over 8000 projects delivered to all its client member states during the past five decades, with a remarkable level of objectivity (see below).
We choose two measures of political motivation: (1) temporary membership on the United Nations Security Council (UNSC), and (2) holding a Directorship on the World Bank Executive Board (WBEB). As Dreher, Sturm, and Vreeland (2009a) We analyze the comprehensive dataset of over 8,000 World Bank project evaluations in order to understand how the political motivation of aid affects project quality. In our baseline model, we find no effect of political influence on the likelihood of a successful project evaluation. And under no conditions do we find that projects approved when countries are WBEB members have a significantly different quality level.
Yet, when we examine projects granted to UNSC members that also face economic mismanagement or vulnerability-measured by short term debt and debt service burden-we find that project quality suffers. These results suggest that World Bank project quality is generally unaffected by political motivation, unless the recipient country is economically vulnerable in the first place.
The rest of the paper is organized as follows. Section 2 summarizes the World Bank evaluation procedures and dataset, while Section 3 explains our choice of variables to measure political influence. We present our argument in section 4. Section 5 describes additional data and empirical specifications, with the results from our analysis presented in Section 6. We present a series of robustness tests in section 7, and section 8 concludes.
Project Evaluation at the World Bank
Since the 1970s, all World Bank projects have gone through an ex-post evaluation. The evaluation system, as it currently operates, involves a "self-evaluation" by staff involved with the project and usually takes place about six months after the project is completed. Outcome evaluations sometimes include an ex post calculation of the project rate of return for projects where this is deemed appropriate (such as infrastructure projects); for many loans (including policy based loans, technical assistance projects, projects with high presumed externalities such as health and education investment projects), no rate or return calculation is provided. 6 Separately, the performance of Bank and borrower is also assessed, partly to help identify reasons for project success or failure. The evaluation process usually lasts several months and involves part-time work for a team of two to four people. 7 For further discussion see Kilby (1994 Kilby ( , 2000 and Dollar and Svensson (2000) . 8 Staff members are held accountable in the rare case that there is clear evidence of corruption or criminal behavior associated with a project. 9 The self-evaluation usually is completed about one year after the closing of the project (which is the date after which no further disbursements are possible); for projects selected for audit, the time lag is 3. Among potential variables of political influence, we believe that international committee membership poses the fewest problems because of the scarcity of membership positions, the temporary nature of service, and the exogeneity of the selection process.
Thus we use two crisply coded dichotomous measures that have been shown in previous research to be associated with World Bank political favoritism. The first measure is whether the country has a temporary seat on the UN Security Council and the second is whether the country has a directorship seat at the World Bank Executive Board.
The importance of UNSC membership has been explored by Kuziemko and Werker (2006) and Dreher, Sturm, and Vreeland (2009a,b) . There is good reason to believe that the major shareholders of the World Bank-the United States, Japan, Germany, France, and the United Kingdom-agree on the importance of winning favor with some elected members of the UNSC. 13 The Security Council is the most important 12 Most of these variables have actually been proposed to measure political importance to the major shareholders of the IMF, but this is actually the same set of countries: the United States, Japan, Germany, France, and the United Kingdom. 13 Note that while Germany and Japan are not permanent members of the Security Council, they care a great deal about how the body votes on matters of international security, particularly in the last two decades when the two countries have assumed a greater role on the world stage. 14 Two-year term limits are strictly enforced, which also reinforces the exogeneity of the selection process. These mechanisms lead us to believe that temporary UNSC membership is unrelated to the political factors driving additional projects from the World Bank.
As for the political importance of temporary membership, UNSC decisions on Thus, the major shareholders of the World Bank may often agree that the temporary members of the UNSC are politically important. In fact, there is mounting evidence that powerful countries do favor elected UNSC members in various ways: They receive increased aid from the United States and the United Nations (Kuziemko and elections when other countries run. Japan has been elected itself more than any other country in the world, with Germany not far behind. One might argue that these powerful countries care even more about influencing the UNSC because they lack veto power and do not always get to participate directly. For work on the international politics of Japan's bid for a permanent seat, see Weiss (2008) . 14 The ten elected seats are allocated by region, with three seats for Africa, two for Asia, two for Latin America, one for Eastern Europe, and two for the Western Europe and Others group. Typically, regions agree on a clean slate of nominations in advance, which is then ratified by the United Nations General Assembly. Sometimes competitive elections are held, decided by a two-thirds majority rule by the Assembly.
Werker 2006). They are more likely to receive a loan, and with fewer conditions, from the International Monetary Fund (IMF) (Dreher, Sturm, and Vreeland 2009b are elected for optionally renewable two-year terms. Countries are grouped in an ad-hoc manner, though often in accordance with region, into "seats"-with a single representative on the Board. Each of the ad-hoc groupings -which tend to be stable from election to election -has its own norms for choosing a representative, with some groups taking turns (e.g., Africa) and others dominated by regional hegemons (e.g., India). Since the WBEB makes nearly all of the important day-to-day decisions in running the Bank, those countries without a seat at the table face a disadvantage in securing Bank projects.
Kaja and Werker (2009) find that countries serving on the WBEB receive around double the funding from the IBRD. 15 The results are robust to changing the functional form, dropping countries that never served, or ignoring the seats without meaningful rotation.
As with temporary UNSC members, World Bank loans to WBEB members drop off precipitously once their term expires.
Typically, the WBEB is far less politically charged than the UNSC. Moreover, while the additional Bank projects that come with UNSC membership are the result of a complex game of global horse-trading, the WBEB is more like a simple appropriations committee since it actually doles out money. Thus, "politically-motivated" aid projects to UNSC members are likely driven by international politics, while to WBEB members are driven by more narrow institutional influence.
15 The Bank's second-largest division, the poverty-oriented soft loan window International Development Association (IDA) also has an executive board which is nearly overlapping with the IBRD board, but Kaja and Werker (2009) find no effect of board membership on IDA funding; therefore, we limit our definition of WBEB member to the IBRD.
The argument
How might political favoritism negatively influence the impact of foreign aid in general and the quality of World Bank projects in particular? While aid-and-growth scholars generally assume that politically-motivated aid is less effective than developmentoriented aid, the theoretical logic behind this is more ambiguous.
There are good reasons why politically-motivated aid may be just as effective.
Cold Furthermore, at any given time, there may be a plethora of worthwhile possible investment projects with similar potential effectiveness. Choosing among these projects according to political criteria may not reduce the average effectiveness of aid programs.
However, there are also strong reasons why politically-motivated aid might fall short in delivering development benefits. The first is that politically-motivated aid allocation leads to the approval of lower-quality projects to favored countries, compared with competing projects from other countries. As hinted at above, this presumes that the allocation decision is made facing a declining marginal return schedule of projects and political motivation just ensures that lower return projects get prioritized. Thus the problem is already apparent at the stage of project approval.
The second line of argument is that politically-motivated projects reduce the motivation on the part of the World Bank and/or the recipient country to invest as much in project success as for other projects. Monetary Fund suggests that politically important countries will employ their leverage when they are economically vulnerable. The argument is straightforward and compelling.
While political importance allows governments to seek out assistance from World Bank major shareholders, they may rely more heavily on their political leverage under certain circumstances than others. 17 When a politically important country is economically vulnerable, it may seek World Bank assistance to promote short-run economic goals and use its political leverage to avoid following policies that might be painful in the short-run even if this may damage the viability of the project and its potential impact on the longrun development of the country. Or they may simply be focused on securing the foreign financing to mitigate their vulnerability with lesser interest to invest in project success.
As the major shareholders of the Bank may be concerned with short-run political objectives, they may encourage the World Bank to let the government get away with this.
To be blunt, when times are hard, governments may seek to take the money to address their short-term needs and worry less about project success and policy reforms, and the World Bank may be pressured to let them do it if they are important enough to the major shareholders.
Since there are theoretical reasons why political aid may be less effective, or just as effective, as developmental aid, we must now turn to the empirics-in this specialized setting-to search for evidence.
Data and Empirical Specifications
Our basic empirical test is measuring whether politically motivated World Bank projects are less likely than other projects to be of high quality. Our measurements of political motivation are whether the recipient country has a seat on the UNSC or the WBEB, and our quality measurement is the Bank's internal evaluation procedure. We face two concerns with this approach: (1) political motivation may be co-determined with project quality, and (2) project quality may be measured in a way correlated with political motivation. We address each of these in turn.
Since membership on the UNSC or WBEB is non-random, countries that obtain membership in these powerful committees may also offer better environments for project implementation. We note first that this omitted variable problem, though present, is much smaller than with competing variables of political motivation, and that Dreher et al. (2009b) have found that UNSC membership appears to be idiosyncratic once basic observables are controlled for. Our strategy to manage this challenge is to include a number of control variables as well as country fixed effects. In addition, fixed effects control for those WBEB members that are consistently elected. We also control for committee membership at time of project rating in addition to our variable of interest:
membership at time of project approval. While this principally deals with measurement error-that project rating itself may suffer from political bias (discussed below)-it also allows the reader to get a sense of the extent to which projects of committee members are rated successfully. After all, since a project spans the time between approval and evaluation, the latter measure may address unobservable measures of implementation suitability, such as the support for reform among the population, that are not captured by the fixed effects but still may be correlated with international committee membership. Our strategy for addressing the potential correlation of project rating measurement error with political influence, namely that political influence can bias ratings upward, is threefold. One, we recall the discussion in Section 2 that notes how for various institutional reasons-including the political independence of evaluators, the duration of the projects and rotation of staff, and the minimal value placed on successful ratings of individual projects-the rating of individual projects is basically non-politicized. Two, as mentioned above, we include a control variable for committee membership at time of project evaluation. Some countries serve relatively frequently on the UNSC, and especially the WBEB, so it is possible that the same country may be on at time of approval as well as of evaluation. If ratings are politicized, then controlling for political influence at time of evaluation will allow us to remove this particular potential source of measurement error.
The final potential source of measurement error between project evaluation and our measure of political influence comes from the effects of committee membership on number of projects. After all, as the earlier papers demonstrated, political influence will bring about more projects and aid. Thus, our measure of political importance does not only measure influence over existing projects, it also measures influence over a marginal, additional project. If such an additional project stretches the resources of the bureaucracy too thin, then lower project ratings may result regardless of political influence. Rather than attempt to neutralize this potential source of measurement error, we highlight it as an advantage of our empirical strategy. Since political influence brings about additional aid, research into how influence affects the quality of aid should study the marginal project and determine whether-because of shoddy economic justification, bureaucratic overstretching, or poor project implementation by the recipient-that project is of "marginal" quality.
Our reduced-form empirical specification, then, is at the project level:
(1) Quality ijt = α + βCommitteeMembership ijt=approval +
where Quality is whether the World Bank measure of (project i in country j at year t) quality was satisfactory; Committee Membership is whether country j is a member of the UNSC or WBEB at the time of project approval or evaluation; X is a matrix of control variables, sometimes including country or year fixed effects, at the time of project approval; and ε is an error term.
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Our analysis includes borrower-related control variables suggested by Dollar and Svensson (2000) in their analysis of the determinants of success of World Bank When we include year dummies along with country dummies, many of our regressions fail to converge so we focus our attention on the specifications with country fixed effects. While there might be yearspecific effects on the likelihood of project success, there is no good reason to assume they would be systematically related to temporary UNSC membership or WBEB membership. 20 Dollar and Svensson (2000: 901) point out "the political economy literature suggests that ethnic fractionalization and length of tenure affect the probability of successful reform, but does not exactly identify the functional form of this relationship. The quadratic form chosen yields the best results." . 21 The maximum number of crises in our sample is four (in Iran, 1978; Liberia 1980 Liberia , 1981 Argentina 2002) . Our measure of political regime, a binary indicator of democracy, comes from Cheibub et al.
(2009). 22 We also control for the administrative costs of the loan to the World Bank, which is included in our database for most, but not all of the projects (transformed to real 2000 US$ using the GDP deflator).
23
This specification has a number of forces biasing against finding an effect from political motivation in a finite sample. As with any investigation, the evaluation data might be too rough on their own to identify significant patterns. In this case, however, only about 10 percent of the projects starting at a country's tenure on the UNSC are likely to be politically motivated, on average (Dreher et al. 2009a ). Even if these projects are of lower quality, they might not reduce the average sufficiently to be observed amidst the noise in the data. Moreover, political bias might be present in the project goals already, making them easier to attain or less related to developmental outcomes. To the extent that goals are taken into account when evaluating a project, we would not find a significant effect here, even if politically motivated projects are indeed of lower quality.
Noting those limitations, we begin by estimating specification (1) for the entire sample. Following Bermeo (2008) , who argues that the political motivations driving foreign aid were stronger and more pernicious during the Cold War, we also divide the sample into the Cold War and post-Cold War periods to investigate whether the higher 21 This variable is available to us only up to 2003 and thus restricts our sample. 22 The measure of democracy is a binary indicator of whether the chief executive and the legislator are both filled through contested elections, where "contested" is defined by the observation that incumbents face some probability of losing, and they actually step down from office when they do. 23 The costs of the loan to the World Bank include the size of the loan and also any additional projectrelated costs. The results are unchanged when only loan size is used. Dollar and Svensson (2000) Sovereigns with poor credit, like other borrowers, will find it difficult to borrow from commercial sources over long horizons, and having short-term debt means the country is vulnerable to the creditors deciding not to roll over their debt. Since some of the very poorest borrowers may only receive loans from international financial institutions, which are often subsidized and of longer duration, we also looked at debt service as a percentage of GNI. This variable captures both the interest rate as well as the overall debt of the country. These two variables have also been used by Stone (2008) as proxies for economic vulnerability.
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The above variables are summarized in the Appendix, which also presents descriptive statistics and sources. Armed with these measures we now turn to the results.
Results
Table 2 presents our overall results. Throughout, we employ a logit model, where our dependent variable is an indicator coded 1 for projects that are rated as satisfactory and 0 otherwise. Standard errors are clustered at the country level.
In the first four columns we examine the impact of UNSC membership on project quality. In the first column we include basic control variables, in the second we add additional regional and economic controls, in the third we add year fixed effects, and in the fourth-our preferred specification-we estimate a country fixed effects model (conditional logit).
Of the control variables, only ethnic fractionalization squared (negative) and the indicator variable for East Asia (positive) are significant at the ten percent level or lower.
According to column 1, the probability of a positive evaluation also increases with democracy (significant at the ten percent level). When we introduce additional control variables in column 2, the coefficient of the democracy indicator is not significant at conventional levels. The results are qualitatively unchanged when adding the year dummies in column 3. In the fixed effects specification, ethnic fractionalization is dropped as it does not vary over time.
The coefficient on our key independent variable of interest, UNSC membership at When the sample is limited to the post-Cold War era (Table 4) , neither UNSC nor WBEB membership at approval time has a statistically significant effect on project quality. Interestingly, the positive coefficient of WBEB membership at the time the project gets evaluated is significant at the ten percent level, potentially indicating pressure by Executive Board members to evaluate projects of current WBEB members more positively. The coefficient is not statistically significant at conventional levels, however, when we control for the additional variables (in column 5) or estimate the conditional fixed effects logit model (in column 6).
In Table 5 we present the results from specification (2), interacting our measures of political importance with vulnerability. Interpreting the interaction effect in nonlinear models such as logit is not straightforward. 25 Figures 1 and 2 thus illustrate the quantitative effect of UNSC membership at approval time and its significance. We graph the effect of a change in temporary UNSC membership on the probability of a satisfactory project rating for different values of short-term debt and total debt service, holding the additional explanatory variables to their means, and assuming country fixed effects to be zero. UNSC members at time of project approval with relatively high levels of short-term debt or debt service experience significantly worse project ratings. As Figure 1 shows, UNSC membership has a statistically significant negative effect (at the ten percent level) on project quality when short-term debt to debt has a ratio of 20 percent or more. 26 Within our sample, this is true for almost 18 percent of the observations.
When the ratio is around 40 percent, the probability of a satisfactory evaluation declines by about -0.16 with temporary UNSC membership. To put this in perspective, this is almost the same magnitude as the difference in the observed rates of success in Africa and Eastern Europe, according to the descriptive data in Table 1. 27 Similarly, Figure 2 shows that UNSC-member projects with a debt service greater than 13 percent of GNI, twice the sample mean, are significantly less likely to receive a satisfactory rating. In our sample, this is true for about 6 percent of the observations. At this level of debt service, the estimated effect of UNSC membership on project satisfaction is around -9 percentage points.
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As columns 3 and 4 of Table 5 show, there is no discernable effect on project quality for WBEB members that are economically vulnerable or mismanaged. Figures 3 and 4 do not reveal any remarkable patterns on how the marginal effect changes over the range of the debt variables; at no level of debt is the effect of WBEB membership statistically significant at conventional levels. 26 Note that the mean of short-term debt in the sample is 12.7 percent, the maximum is 89 percent. 27 The cases of UNSC members with short-term debt service above 20 percent at time of project approval and unsatisfactory projects include countries from Latin America, Africa, and Asia, such as Argentina (2005), Colombia (1990) , Republic of Congo (2007), Ecuador (1991 ), Nigeria (1995 ), Thailand (1986 ), and Zambia (1988 , among others. 28 Temporary members of the UNSC with debt service above 13 percent and unsatisfactory project ratings include Angola (2003), Cote d'Ivoire (1991 ), Indonesia (2007 , and Nigeria (1995) , among others.
Robustness
In this section we test for the robustness of our two main results, the negative influence of UNSC membership on satisfactory evaluation during the Cold War and the negative effect at times of high economic vulnerability or mismanagement throughout. To anticipate our results, the vulnerability results are robust, while the Cold War finding is not. In the interest of brevity, we focus on short-term debt rather than total debt service, although the results are robust to using either measure.
The lending environment of the World Bank is unique. Table 6 attempts to control for a number of Bank-specific idiosyncrasies in case these idiosyncrasies themselves might be responsible for the observed correlations. The odd-numbered regressions repeat the basic specification of column 1 in Table 5 , in which we find that UNSC members with a high short-term debt service receive lower project evaluation ratings. The evennumbered regressions repeat the specification of column 3 in Table 3 , in which we find that UNSC members during the Cold War receive lower project evaluation ratings.
In columns 1 and 2 we exclusively focus on projects evaluated by the IEG/OED. change occurs for the short-term debt variable, which, as one would expect, is affected by the long-term loan associated with the project itself. Thus it is unclear whether this robustness check reveals a weakness in the result or whether it is simply misspecified.
29 When interacting the indicator for development policy loans with the indicator for UNSC membership at project initiation and, respectively, the interaction of UNSC and short-term debt, both additional interactions are completely insignificant. 30 Note that when we use average values of the control variables for the entire span of the project, we add some observations that are missing at the country-year level. 31 Note that the UNSC variable still refers to the time of project approval. When we include the share of years a country was on the UNSC during project duration instead it is insignificant throughout. This seems to imply that it is the political situation at project approval rather than the situation over the project period that matters for the outcome.
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Columns 9 and 10 address the possibility of non-random assignment of projects.
We use a Heckman two-step approach, where the first stage -the selection stage -is the decision to provide World Bank projects to a country, and the second stage -the outcome stage -is the evaluation logistic regression that we have used throughout. Following
Heckman, the outcome stage includes the Inverse Mills Ratio (IMR) estimated from the selection stage (not presented but available on request). The IMR has a convenient property: when included in the estimation of program effects, the parameter capturing its influence indicates the correlation between the selection and the outcome error terms (see Vreeland 2003) . Hence, if this parameter is significant, there is selection on unobserved variables, and excluding the IMR may result in omitted variable bias. As with columns 3 and 4, the interaction term in column 9 is unaffected by this addition, while the UNSC coefficient during the Cold War in column 10 loses its statistical significance.
Next we distinguish between lending from the IBRD and the IDA, the soft-loan window for the poorest developing countries. Columns 11 and 12 focus on those projects that received financing by the IBRD, while columns 13 and 14 report results for projects financed by the IDA. In the IBRD sample, the coefficient of the interaction term remains qualitatively similar, but in the IDA sample, it differs substantially.
Recalling that we cannot directly interpret the coefficient and statistical significance of the interaction term in the non-linear logit model, figures 5 and 6 report the graphical representation of the marginal effects of short-term debt for these two regressions. The figures show a very similar result for the IBRD, as compared to the overall sample. For the IDA, however, the marginal effect of temporary UNSC membership is qualitatively similar, but not statistically significant at conventional levels for any size of short-term debt. This is also in line with findings from Kaja and Werker (2009) who also did not find any politically-motivated aid allocation effect for the much scarcer IDA funds. Note, however, that the coefficient of UNSC membership is significant at the ten percent level in the Cold War sample for the IDA, but not significant at conventional levels in the IBRD sample.
In column 15 we slightly change the definition of our dependent variable. From 1993 onwards, the IEG reports more fine-grained evaluation outcomes, including the category moderately satisfactory. While we did include this category as "satisfactory" throughout the analysis, here we test whether the result depends on this choice and rather include it as "unsatisfactory." As can be seen, our results are not affected by this change.
In Table 7 we come back to the question of which channel is responsible for the negative conditional effect of UNSC membership on project evaluation outcomes. One of our arguments can directly be tested. When only projects approved when a country is (i) a temporary member of the UNSC and (ii) economically vulnerable at the same time are
really politically motivated, we should expect vulnerability to matter at the selection stage already. Table 7 therefore replicates the analysis in Dreher et al. (2009a) on the impact of temporary UNSC membership on the number of new World Bank projects in a particular country and year, adding the interaction between UNSC membership and shortterm debt.
Column 1 replicates column 4 of Table 2 in Dreher et al. (2009a) . The dependent variable is the number of new World Bank projects approved in a particular country and year. This number rises with temporary UNSC membership, an indicator for contemporaneous IMF programs, higher debt service (in percent of GDP), higher investment (in percent of GDP), lower (log) GDP per capita, and lagged elections, at least at the ten percent level. The natural logarithm of population size is not significant at conventional levels. Column 2 replaces debt service by short-term debt and adds its interaction with temporary UNSC membership. The marginal effect of temporary membership is displayed in Figure 7 . The marginal effect is significant at the ten percent level for short-term debt in the range of 6-15 percent of GNI. The impact of temporary membership, however, seems to decrease with short-term debt, if anything. To formally test whether the impact of UNSC membership depends on the level of short-term debt we conduct t-tests testing for their equality, comparing the marginal effect at the mean with those at the maximum and, respectively, minimum value of short-term debt shown on the graph. According to the results, neither at the minimum nor at the maximum do statistically significant differences exist. We conclude that "vulnerability" does not matter for project selection and therefore the mechanism suggested in Stone (2008) for the IMF does not drive our results for the World Bank. The negative effect of UNSC membership in countries with high short-term debt is thus most likely due to the incentives of borrowing governments to ask for different types of projects and invest less in their successful implementation as compared to what they ask for at normal times, rather than receiving more projects than the average temporary UNSC member.
Conclusion
We have attempted a modest test of the oft-assumed hypothesis that since much aid is allocated for political rather than economic or humanitarian reasons it must therefore lead to worse development outcomes. Specifically, we have investigated whether World Bank project quality suffers when the projects are awarded to countries that experience fleeting increases in their political power resulting from membership on the UN Security Council or the World Bank Board of Executive Directors. We find little evidence that project quality suffers on average, especially after the Cold War. We find no evidence that projects awarded to WBEB members suffer at all in their quality.
We do find evidence, however, that projects awarded to UNSC members when the recipient governments are economically vulnerable or mismanaged are significantly lower in quality. And the magnitudes are large: With a ratio of short-term debt around 40 percent, the probability of a satisfactory evaluation declines by about 0.2 with temporary UNSC membership. Projects approved for countries with debt service greater than 15 percent of GNI also have about a 0.2 lower probability of successful evaluation. This is about the same magnitude as the difference between the observed rate of project success in Africa and the rate of success in Western Europe.
These findings suggest that World Bank project quality may not be affected by politics except in exceptional cases of political stakes or against a challenging economic backdrop. The scope of our analysis limits our ability to extrapolate these findings to other settings of political influence over aid allocation. The World Bank may deploy a consistent capacity in delivering projects regardless of the motivation behind them, compared with bilateral donors. The Bank as an institution may also have less riding on political outcomes than a sovereign embroiled in an international power struggle. Thus,
given that we find evidence that certain politically-motivated Bank projects suffer in their quality, it is not unreasonable to imagine that politically motivated aid from bilateral 24 donors could also be less effective from a developmental standpoint, particularly if the recipient government is already mismanaged. -3543.93 -2650.88 -2601.71 -3203.24 -3290.24 -2452.08 -2403.78 -2964 otherwise noted, all variables are measured at the time of project approval. Standard errors are clustered at the country level. (absolute) z statistics in pa *, **, *** significant at 10, 5, 1%. -909.81 -225.45 -3182.37 -612.48 -3196.93 -626.52 -3204.50 -628.92 -2718.20 -475.78 -1883.09 -341.61 -1208.13 -237.78 -3596 Notes: The dependent variable is an indicator for successful project evaluation. Control Variables refer to the time of program start in all column except (7) and (8), where they are averages of values at program start and program evaluation. The sample in (1) and (2) contains only projects evaluated in a direct audit by the IEG/OED. a In column 15 we recode the dependent variable so that all projects with satisfactory and highly satisfactory evaluation are one, and all others zero (including moderately satisfactory). Standard errors are clustered at the country level. (absolute) z statistics in parentheses: *, **, *** significant at 10, 5, 1%. Notes: The dependent variable is the number of new World Bank projects in a particular country and year.
25
(absolute) z statistics in parentheses: *, **, *** significant at 10, 5, 1%.
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Figure 1: Marginal Effect 
